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INTERNATIONAL ECONOMIC 
COMPARISONS 


Summary of 
U.S. Economic Conditions 


The record rise in the U.S. trade deficit in 1994 
was @ major reason for the record increase in the U.S. 
deficit on the current account. 


U.S. Current Account 


The U.S. current account deficit rose to $155.7 
billion in 1994 from $103.9 billion in 1993, a 
49.8-percent increase. The soaring merchandise trade 
deficit, a sizable shift to a deficit on investment 


interest rates. Increased payments on direct foreign 
investment in the United States reflected a shift to 
profits from losses on U.S. operations. Other private 
and U.S. Government payments reflected higher 


Net unilateral transfers were $34.1 billion in 1994, 
compared with $32.1 billion in 1993. The increase was 
attributable to private remittances and other transfers. 


Capital account 


Net recorded capital inflows increased by $188.9 
billion in 1994 from $82.8 billion in 1993. Increases in 
foreign assets in the United States were sharply higher 
than the increases in U.S. assets abroad largely ss a 
result of sharply lower net U.S. purchases of foreign 


U.S. assets abroad increased by $125.7 billion in 
1994, compared with an increase of $147.9 billion in 
1993. Sharply lower U.S. purchases of foreign 
securities more than accounted for the slowdown. Net 
U.S. purchases of foreign securities were $60.6 billion 
in 1994, one half the high net purchases 
of $120.0 billion in 1993. In 1993, net U.S. purchases 
of foreign stocks were $43.0 billion from $60.6 billion, 
and net U.S. purchases of foreign bonds were $17.6 

ion from $59.4 billion. 
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a result of uncertainties associated with sharp changes 
in U.S, stock and bond prices. In the second half, the 
demand for borrowed funds remained strong, and 
inflows reflected large interest rate differentials in 
favor of U.S. short-term assets. 

Net capital inflows for foreign direct investment in 
the United States were $60.1 billion in 1994, compared 
with inflows of $21.4 billion in 1993. Foreign official 
assets in the United States increased by $38.9 billion in 
1994, compared with an increase of $71.7 billion in 
1993. Assets of both industrial and developing 
countries increased by substantially smaller amounts 
than those in 1993, with the slowdown much greater 
for developing than for industrial countries. 


U.S. Economic Performance 
Relative to Other Group of 
Seven Members 


Economic Growth 


Real GDP—the output of goods and services 
produced in the United States measured in 1987 
prices—grew at a 4.6-percent rate in the fourth quarter 
following a 4.0-percent seasonally adjusted annual rate 
in the third quarter of 1994. Real GDP increased by 4.0 
percent in 1994 overall, compared with an increase of 
3.1 percent in 1993. 

The annualized rate of real economic growth in the 
fourth quarter was 3.1 percent in the United Kingdom, 
5.9 percent in Canada, 2.4 percent in France, 3.0 
percent in Germany, and -3.4 percent in Japan. In the 
third quarter of 1994, the annualized rate of real 
economic growth was 4.0 percent in Italy. 


Industrial Production 
Industrial production rose by 05 percent in 


earlier. Industrial production in February 1995 was 6.1 
percent higher than that of a year earlier. Industrial 
— + $8? A, k 
85.7 percent over the figure of January and increased 
by 2.9 percentage points over that of a year earlier. 
Other Group of Seven (G-7) member countries 
reported the following annual growth rates of industrial 
production for the year ending January 1995: Japan 
reported an increase of 4.9 percent, and the United 
Kingdom reported an increase of 3.7 percent. For the 
year ending December 1994, Germany reported an 
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increase of 7.3 percent; France, 6.4 percent; Italy, 6.1 
percent; and Canada, 9.7 percent. 


Prices 


The seasonally adjusted Consumer Price Index 
(CPI) rose 0.3 percent in February following the same 
increase in January 1995. The CPI advanced by 2.9 
percent during the 12 months ending February 1995. 

During the l-year period ending February 1995, 
prices increased by 0.6 percent in Canada, 1.7 percent 
in France, 2.4 percent in Germany, 4.3 percent in Italy, 
0.6 percent in Japan, and 3.4 percent in the United 
Kingdom. 


Employment 


The Bureau of Labor Statistics reported that the 
unemployment rate fell back to 5.4 percent in February 
from 5.7 percent in January 1995. For comparison with 
other G-7 countries, the unemployment rate in 
February 1995 was 8.1 percent in Germany, 9.6 percent 
in Canada, 12.3 percent in France, 12.2 percent in Italy, 
2.9 percent in Japan, and 8.4 percent in the United 
Kingdom. 


Forecasts 


Forecasters expect real growth in the United States 
to slow to an average of 2.8 percent (annual rate) in the 
first half of 1995 and of 2.3 percent (annual rate) in the 
second half of the year. Factors that may restrain the 
recovery in 1995 include the impact of rising interest 
rates On new investment, output, and incomes, and the 
contractionary impact of the decline in governmental 
spending. Table 2 shows macroeconomic projections 
for the U.S. economy for January to December 1995, 
by six major forecasters, and the simple average of 
these forecasts. Forecasts of all the economic 
indicators except unemployment are presented as 
percentage changes over the preceding quarter on an 
annualized basis. The forecasts of the unemployment 
rate are averages for the quarter. 

The average of the forecasts points to an 
unemployment rate of 5.7 percent in the first quarter of 
1995 and of 5.4 percent in the fourth quarter. A rise in 


induce factories to sustain their hiring in 1995. 
Inflation (as measured by the GDP deflator) is 
expected to remain subdued at an average rate of about 
3.0 percent in 1995. Gains in labor productivity and a 
slow rise in labor costs, wages, and compensation are 
expected to hold down inflation rates. 
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Table 2 
Projected changes of selected U.S. economic indicators by quarters, Jan.-Dec. 1995 


( ———— 
Merrill Mean 
a Fomessing Cop enone Maen ol 
ence E.l. WEFA tore- 
Period Board Dupont Project Markets (D.R.1.) Group casts 
GDP current dollars 
1995: 
Jan.Mar............ 6.4 6.1 7.5 4.9 5.9 5.1 6.0 . 
Apr-June.... 66.6... 6.0 6.4 5.3 5.4 4.5 46 54 
July-Sept. .......... 7.3 6.7 5.5 4.9 3.0 5.3 5.4 
Sh thin ache 6.6 6.8 47 5.3 4.0 4.9 54 
GDP constant (1987) dollars 
1995: 
Jan.-Mar. .......... 3.0 29 39 2.3 3.0 2.4 2.9 
Apr.-June ........... 2.8 2.1 2.6 2.0 23 2.8 
duly-Sept. saeteeeteiael 4.1 2.2 2.0 2.2 0.6 2.1 2.2 
eta adinain 3 2.1 1.9 2.5 1.8 2.1 2.3 
GDP deflator index 
1995: 
Jan.Mar. ........... 3.3 3.1 3.6 2.8 2.8 2.7 3.0 
Apr.Jume ........... 3.2 3.5 3.1 2.7 2.4 23 2.9 
duly-Sept aeatintandeaihe 3.0 3.5 3.4 2.7 2.3 3.1 3.0 
Dh ceanantettn’s 3.2 3.4 28 2.7 2.2 2.7 2.8 
Unemployment, average rate 
1995: 
Jan.Mar............ 5 6.5 5.5 5.4 5.8 5.6 5.7 
Apr-~June........... 5.4 6.3 5.4 5.4 §.3 5.6 5.6 
duly- Sept. een snebes 5.1 6.4 5.3 5.5 5.3 5.7 5.5 
he siees nendh 5.0 5.5 5.3 5.6 5.5 5.8 5.4 
Note. for the rate, in the forecast annual rates of 
change rom precede perso Guarty daa re sessnay sued” Date tc ee 1068 


Source: Compiled from data provided by the Conference Board. Used with permission. 
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U.S. TRADE DEVELOPMENTS 


deficit of $12.9 billion. The January 1995 services 
surplus was $5.0 billion, approximately $700 million 
lecs than the December 1994 surplus of $5.6 billion. 


The total deficit on goods and services for 1994 
was a revised $106.6 billion, $30.9 billion more than 
the 1993 deficit ($75.7 billion). Exports totaled $697.9 
billion and imports totaled $804.5 billion Table 3 
shows seasonally adjusted U.S. trade in goods and 
services in billions of dollars, as reported by the U.S. 
Department of Commerce. 


Exports of several commodity declined 


Categories 
in January 1995 from December 1994. The December 
to January change reflected decreases in exports of 
ADP equipment and office machines to $2.5 billion 
from $3.3 billion, airplanes and airplane parts to $1.2 


billion from $2.4 billion, general industrial machinery 
to $1.8 billion from $2.0 billion, scientific instruments 
to $13 billion from $1.5 billion, and 
telecommunication equipment to $1.3 billion from $1.6 


organic chemicals, whose imports increased to $1.1 
billion from $.9 billion and specialized industrial 
machinery $1.6 billion from $1.4 billion. Imports of 
several other commodities increased by smaller 


iH 
Hl 
bi 


January 1995 from $5.6 billion in De. nber 1994, 
with China increased to $2.7 billion fro $2.0 billion, 
with Canada declined to $1.4 billion from $1.6 billion, 
with Western Europe grew to $1.3 billion from $0.2 
billion, and with OPEC declined to $0.8 billion from 
$1.0 billion. 
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Table 3 
U.S. trade in goods and services, seasonally adjusted, Dec. 1994-Jan. 1995 
(Billion dollars) 
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Mexico not in the Census Bureau 
Source: U.S. Department of Commerce News (FT 900), Mar. 22, 1995. 
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INTERNATIONAL TRADE 
DEVELOPMENTS 


During the First NAFTA 
Year, U.S.-Mexican 
Bilateral Trade Was 
Virtually in Baiance 


U.S.-Mexican two-way trade reached a record level 
of $97.7 billion during the first year of the North 
American Free-Trade Agreement (NAFTA), which 
became effective on January 1, 1994. Mexico 
continued to rank third, after Canada and Japan, as a 
U.S. trading partner on both the export and import side, 
accounting for 10.2 percent of overall U.S. exports and 
74 percent of total U.S. imports. Trade increased in 


most product categories both on the U.S. export and 


The U.S. surplus in this trad: —which was attained 
as recently as in 1991 for the first time in years and 
reached $5.7 billion in 1992—narrowed considerably 
in 1993, and virwally disappeared in 1994 (figure 1). 
U.S. Census data, with imports calculated on a customs 
value basis, show a U.S. merchanise trade surplus of 
only $531 million for the year (figure 1). 


U.S. merchandise exports to Mexico surged hy 
21.8 perceat in 1994, to $49.1 billion. This compares 
with a similar surge of exports in 1992 (23 percent) but 


Mexico ir 1994. 


& major part of machinery imports. U.S.-Mexican trade 
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ee 
U.S. trade with Mexico: Exports, imports, and trade balance, 1990-04 


Billion dollars 


40 
30 
20 
10 
0 
-10 
1990 1991 1992 1993 1994 
Exports $27.5 $32.3 $39.6 $40.3 $49.1 
imports [ $295 $30.4 $33.9 $38.7 “36 
Balance | -$2.0 $1.9 $5.7 $1.6 $5 | 
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2 
ULE. made with the Mexico by product sectors, 1994 


ae ed goods All other goods 
81.9% 


Fuel/raw 
materiais 
$3.1 
6.3% 

$3.6 

7.3% 

U.S. Exports 
(billion dollars and perms:f 


Note. —Because of rounding, figures may not add to totals shown. 
Source: Compiled from official statistics of the U.S. Department of Commerce. 
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within the automotive industry—in fact, the entire 
machinery and transportation category---and still such 
other manufacturing areas as textiles and apparel can 
be characterized as largely ‘‘intra-industry trade’’ since 
a considerable portion takes place in both directions. 


A significant portion of intra-industry trade (47.5 
percent of all U.S. imports and 23.6 percent of all U.S. 
exports) is generated by production sharing between 
U.S. and Mexican plants. Having U.S. materials 
processed or U.S. components assembled in Mexico, 
where wages are lower, helps many U.S. producers of 
labor intensive articles to compete with Asian imports 
on the U.S. market. At the same ume. this arrangement 


know-how to Mexican establishments. The facilities 
involved in production sharing on the Mexican side are 
generally “maquiladoras,” that is, in-bond production- 
units, established since 1965 under Mexico’s Border 


Products of production sharing reenter the United 


States under chapter 98 of the Harmonized Tariff 


System (HTS). Since the United States levies duties 


71.3 percent of its imports from U.S. suppliers. As 
shown, however, despite such a commanding US. role, 


! See U.S. International Trade Commission (USITC), 
“NAFTA Update: Steady U.S. Bilateral Trade Growth 
jeden ~ dah yh, - JST, hd 4 


oe ee ew Review, Mar. 
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the United States played virtually no part in Mexico's 
1994 trade imbalance, which is largely blamed for the 
peso crisis that erupted at the end of the year.* The 
trade deficit Mexico registered with Canada in 1994 
was equally negligible. Under Secretary Jeffrey E. 
Garten, U.S. Department of Commerce, addressing the 
Americas Society on March 10, 1995, said, “In fact, I 
find it remarkable how balanced NAFTA trade was in 
its first year of operation.” 

It may come as a surprise for many thai Mexico's 
$18.5 billion trade deficit in 1994 resulted mostly from 
trade with countries other than NAFTA partners. 
According to Bank of Mexico data, the European 
Community was responsible for more than one third, 
and Asian countries accounted for about one third on a 
January-November basis. The large increase in the 
deficit in 1994 is also attributable predominantly to 
these two trading regions. 


U.S.-Japan Reach Financial 


Services Agreement 


In June of 1994, the United States and Japan 
agreed to elevate financial services to priority status 
under the U.S.-Japan Framework Agreement. Financial 


services as priority sectors for negotiation during 1994. 


According to the U.S. Trade Representative 
(USTR) Michael Kantor, Japan's huge financial 


arrangements 

activity.” U.S. companies had alleged that they were 
systematically excluded from Japan's financial services 
market by far-reaching regulatory and structural 
barriers. Negotiators from the Office of the United 
States Trade Representative urged Japan to deregulate 
its financial services market, especially its pension 
underwriting, and trading and banking sectors. US. 
negotiators also sought the liberalization of Japan’s 
restrictions on the management of public annuity 
funds, the relaxation of restrictions on cross-boarder 
capital flows and on new security products such as 
derivatives, the modification of its rules restricting the 
management of underwriting services to only four 
securities firms, and the transparency of all regulations 
governing financial services. According to the Nikkei 
Weekly, a major priority for U.S. negotiators was the 
deregulation of Japan’s private and public pension fund 
management system. The paper reported that, 


2 See USITC, “Financial Crisis in Mexico,” by 
Magdolna Kornis, in IER, Mar. 1995. 


8 percent of those in the United States. 


In Japan, reactions to the deregulation of the 
financial services market were mixed. Japan's Ministry 


this highly lucrative portion of their business. The 


On January 10, 1995, the United States and Japan 
reached an agreement on financial services. The 
agreement will give U.S. and foreign fund managers 
access to Japan’s $1 trillion public and private pension 
fund market and will expand opportunities in Japan's 


and manage the nearly $200 billion in public pension 
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funds, and the approximately $130 billion in the 
private pension market will be opened to international 
competition. However, other parts of the private 
pension market continue to remain off limits to foreign 
participation. 

According to the U.S. Treasury Department, the 
provisions of the agreemenis include: “the elimination 
restrictions on cross-boarder transactions, the 
elimination of the balanced fund requirements on the 
bulk of pension assets open to L[ACs; a commitment to 
move toward market value accounting for pension 
of func manager performance on a market basis; 
deregulation of the investment trust business; 
libe=." ‘7#7}0n Of restrictions on the introduction of new 
uaco ©olstruments; a commitment to introduce a 
jommestc asset-based securities market in Japan; 

cagnergeey i government regulations; elimination of 
Teéiixuous on securities offerings by residents and 
nonresidents; and unlimited access by resident 
corporate investors to virtually al financial instruments 
available outside Japan.” The agreement also 
establishes procedures for evaluation and compliance 
by using a comprehensive set of qualitative and 
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With the Countries of the 
Central European Free 
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U.S. Commercial Relations 
With the Region 


Since 1989, U.S. commercial relations with the 
CEFTA countries have been completely normalized. 
Following the break-up of Czechoslovakia on January 
1, 1993, agreements with the dissolved federation 
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: 
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under the U.S. Generalized System of Preferences 
(GSP).5 All CEFTA countries have bilateral textile 


Investment Corporation (OPIC), the Export-Import 
Bank (Eximbank), and the U.S. Trade and 
Development Agency (TDA) is extended to all four 
countries. In addition, the U.S. Government has 


5 During 1994, 86.2 percent of the total U.S. imports 
treatment 


from the Czech Republic eligible for GSP 
figures S321 pecan fe ry 90.0 poet for 
were . wv. 
ey. yy Slovakia. 
1s 


a self-sustaining, U.S. government agency 
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taken the following steps to help U.S. firms wade with 
and invest in the CEFTA region: (1) It established the 


upcomung 
later in 1995. This series of cabinet-level meetings of 
the G-7 countries began in Germany in 1991. The 


A potential problem that looms on the horizon of 
U.S.-CEFTA relations is the GSP status of these 
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companies in the process is deemed significant, the 
CEFTA countries could lose their GSP status with the 


U.S. Trade With the Region 


U.S. trade with the CEFTA region has expanded 


International Economic Review 


of apparel and clothing accessories, nonferrous metals 
(such as copper), nonmetallic mineral manufactures 


above-mentioned commodity groups. For the first time 
since 1989, Poland shipped metallurgical coke to the 
United States. The reemergence of Poland as a coke 
supplier to the U.S. market confirms an earlier 
assessment by the USITC. As a result of the 
anticipated decline in Poland's steel capacity during the 
remainder of the 1990's, the country is expected to 
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Table 4 


(Millions dollars) 


U.S. Trade with the CEFTA Countries, 1990-04 
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Source: Compiled from official statistics of the U.S. Department of Commerce. 
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Good economic growth prospects and expanding 
U.S. investment in the CEFTA countries,'’ and the 
IT See section C for details on U.S. investment in the 


CEFTA countries. 


Mixed Outlook for the ’90s 
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states may also prompt them to introduce temporary 
import surcharges that would be applicable against all 
imports, including those from the CEFTA parwers. At 
present, Slovakia applies a temporary, 20-percent 
import surcharge on selected commodities. 
Furthermore, several reports indicate that, despite the 
customs union between the Czech Republic and 
Slovakia, which is one of the fundameatal premises of 
CEFTA, the movement of goods between the two 
countries is far from being smooth. Shipments from the 
Czech Republic to Slovakia, or vice versa, face long 
delays at the customs houses on the new border. Some 
U.S. companies in Prague are reportedly finding it 
easier to export to Slovakia via Austria than via the 
new Czech-Slovak border. 


Trade Will Grow Over the Long 
Term 


Despite the initial decline, trade between a 
free-trade area and outside partners is expected to 
increase over the long term. Good examples of this are 
U.S. trade with Germany, the EU's economic linchpin, 
and Austria, a country that has become increasingly 
integrated into the EU. During 1994, U.S. trade with 
Germany is $569 per capita of the German population 


International Economic Review 


rivals (for example, General Motors Corp. and Ford 
Motor Co., Coca-Cola Co., and Pepsico, Inc.) continue 
to compete in this new, emerging market place. Many 
prestigious American law firms and accounting offices 
have set up operations in the CEFTA countries. 
Typically, subsidiaries of U.S. companies in Western 
Europe establish and supervise spin-off subsidiaries in 
CEFTA capitals. From a statistically negligible level in 
1989, per capita U.S. direct investment in the CEFTA 
region increased to an estimated $95 by the end of 
1994, (The comparable number for the EU was 
$578.) 


The CEFTA countries are, and for some time will 
remain, in the forefront of attracting private U.S. 
foreign investment in the former Eastern Bloc. The 

ively higher tariff rates imposed on non-European 
suppliers, coupled with possible nontariff barriers 
against them, at least partially explains the inflow of 
U.S. capital into the region. One way outside suppliers 
Can mitigate a loss in their current market shares is to 
establish a presence inside the CEFTA region. 

The integration of the CEFTA countries into the 
EU offers new strategic possibilities for U.S., as well 
as other nonregional firms, to serve the EU market.!? 
The CEFTA countries are also ideally located to serve 
as bases for exports to the currently dormant, but 
potentially gigantic market represented by the rest of 
the former Eastern Bloc. On a bilateral basis, each of 
the CEFTA countries is expanding its commercial 
relations with the countries of this area. 


County-by-country 

The following is a country-by-country description, 
indicating the level of total and U.S. investments at the 
end of 1994, and the major characteristics of the local 


third place. The largest U.S. investors are Ameritech, 
($875 million), General Electric Co. ($550 million), 
U.S. West International ($330 million), General Motors 
Corp. ($300 million), Alcoa ($165) million), and Ford 
Motor Co. ($123 million). 
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36 percent in January 1994, and companies can still 
apply for tax reductions on reinvested funds. 


The prevalent opinion among Western financiers is 
that much of Hungary's remarkable success in 
attracting foreign imvestment stems from its 
long-standing presence on the intemational bond 
market. They suggest that foreign investors view 
Hungary's familiar presence and track record of 
payments as highly attractive features in its investment 
environment. Hungary is particularly open to allowing 
foreign participation in the ongoing divestiture of 
state-owned utilities. 

Poland.—U.S. firms, accounting for $1.3 billion of 
the $4.2 billion total foreign investment, were in the 
lead, followed by firms from Italy and Germany. The 
largest U.S. investors are International Paper Co. ($315 
million), Coca-Cola Co. ($230 million), 
Polish-American Fund ($227 million), 
Procter and Gamble Co. ($190 million), and Curtis 
International, Inc. ($100 million). 


Poland emphasizes the national treatment of 
foreign firms. The corporate profit tax is 40 percent for 


are that foreign investnent must exceed 2 million 
ECUs and that the company should either promote the 
transfer of technology. «« export at least 20 percent of 
its total output, or be located in a region where 
unemployment is relatively high. Among the CEFTA 
countries, Poland represents the largest national 
market. 


Czech Republic_— With $1.1 billion of the $3.8 
billion total, U.S. investors were a close second behind 
Germany The largest U.S. investors are Philip Morris, 
Inc. ($215 million), K Mart Corp. ($120 million), and 
Procter and Gamble Co. (44 million). 


The Czech Republic also emphasizes national 
treatment of foreign companies. The corporate income 
tax was reduced from 45 percent during 1993 to 42 

percent during 1994, and the Government plans to 


Step © © Gpemente 1 Guu f Os tam. 
Business executives from the industrialized countries 


Slovakia.—With roughly 10 percent of the total 
foreign investment of $0.5 billion, U.S. investors stood 
in third place behind investors from Germany and 
Austria. The largest U.S. investors are K Mart Corp. 
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($30 million), Pepsico Corp. ($5 million), and Philip 
Morris, Inc. ($5 million). 


Slovak officials say that they intend to attract $2.5 
billion in foreign investment by the end of the decade. 
To achieve this goal, they have created special 
incentives for foreign investors. Foreign firms locating 
in areas where there is a concentration of heavy 
industry enjoy a 2 year complete tax holiday. If foreign 


following 2 years. Firms with less 
foreign capital and less than | million DM foreign 
capital get 1 full year of tax holiday. In each of the 
above categories, banks with foreign participation 
receive more tax relief than do manufacturing firms. 


The U.S. Investor and CEFTA 
US. subsidiaries with investments in the CEFTA 


has set up manufacturing facilities in Poland too.) 
Making use of the elimination of tariffs on chemical 
products, Procter and Gamble, with its distribution 
facility located in Prague, has expanded its sales of 
detergents to Poland. 


Business executives point out that, once the tariffs 


of where one could obtain the best raw materials and 
produce most efficiently. Primarily, the location of 
capital-intensive manufacturing will be affected. In 
labor intensive sectors, such as food-processing and 
textiles, local production is more profitable than 
regional distribution. For instance, the food processor 
subsidiary of Philip Morris, Kraft Jacobs Suchard 
(Switzerland), has manufacturing plants in each 


r Business Eastern Europe, Mar. 7, 1994, pp. 1 
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Some Business Considerations 


Thorough due diligence.—Business advisory 
publications repeatedly recommend that U.S. firms 
must not cut comers in assessing all aspects of 
investment projects in the transition economies. The 
growing presence of Western credit rating agencies 
makes this task easier in the CEFTA countries. For 
example, Dun and Bradstreet has offices in the Czech 
Republic, Hungary, and Poland. !5 


Specifically, business analysts recommend that 
U.S. firms conduct environmental audits before 
making acquisitions or entering into joint ventures with 
local partners. Firms should adjust their offers in 


before their arrival. U.S. investors also have been 
advised to obtain as many warranties and indemnities 
as possible from local sellers.'© Some goods produced 
in the CEFTA countries have ISO 9000 certifications 
(the internationally recognized quality assurance 
standard). A oumber of U.S. investors, for example, 

ire such 


areas is evidently profitable. Data on regional income 
differences became available in the CEFTA region.!® 


providing an office and conference room for union 
; ing fee collection, and 


'5 Business Eastern Europe, Sep. 5, 1994, pp. 1 
16 Thid., Aug. 22, 1994, p JL 

17 Thid., July 11, 1994, x ‘ll and July 25, 1994, p. 
18 Thid., Mar. 6, 1995, pp. 6 and 7; and July 25, ] 


. 6 and 7 
tp oid. ‘Feb. 28. 1994, p. 1 and 2. 
20 Thid. 
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seperately, Firms have indicated both good and bad 
surprises.”! 

Hedges against currency and inflation 
risks.—Business amalysts often advise iuvestors 
Operating in the transition economies to against 
unexpected changes in the value of the local currency. 
For example, investors concerned about the 
devaluaticn or depreciation of the local currency keep 
their ecarmngs on foreign currency accounts to the 
extent possible. Business analysts also recommend the 
use of cash-flow hedging methods, such as 
“invoicing,” “lagging,” and “netting.” The ‘ “invoicing” 
method entails the requirement to be paid in a 
convertible currency. “Lagging” means to time exports 
and imports according to expected changes in the value 
of the local currency. For example, if nominal 
devaluation is sure, the company should front-load its 
imports and end-load its exports for a given period. 
“Netting” means to keep the companies’ exports and 
imports in balance to avoid risks involved in 
altogether. Analysts recommend the use of the limited 
but expanding forward currency markets in the CEFTA 
countries. Forward contracts for the delivery of foreign 
exchange might be expensive, given the still prevailing 
high interest rates. but might still be good hedge 
against a large-scale devaluation.22 

Despite improving macroeconomic stability, 
increases in inflation rates could occur in all the 
transition economies. Increases in utility prices and 
wages would be the most likely causes for such 
temporary reversals. Borrowing in foreign exchange 
might be a good hedge against inflation risks as long as 
the real interest of the foreign exchange loan (for 
example, nominal interest on a DM loan minus 
inflation in Germany) exceeds real interests on a local 
currency loan (for example, nominal interest on a 
Czech Koruna loan minus the rate of inflation in the 
Czech Republic). However, some businesses in the 
CEFTA countries have found that real interest rates 
paid for loans in local currency were less than real 
interest rates paid for those in convertible currencies. 
In such cases, the hedge against inflation risks entails 


Sources of financing.—The lack of capital is 
considered a major source of constraints to finance 
ventures in the former Eastem Bloc. However, 
according to some analysts, this assessment is losing 
validity in the CEFTA region. An increasing number of 
US. and West European commercial banks provide 
financing services im the CEFTA countries for 
long-term corporate clients. Moreover, as a result of 


2) Thid. 
22 Thid., June 13, 1994, pp. 1 and 2. 
23 Ibid. 
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familiar with the investment support programs of the 
Bank for Reconstruction and Development 
(EBRD), the World Bank and its affiliates, such as the 
Multilateral Investment Guarautee Agency (MIGA) 
and the International Finance Corporation (IFC). 


% Tbid., Feb. 13, 1995, pp. 6 and 7. 
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Unemployment rates, (civilian tabor force besis)' by selected countries and by specified periods, Jan. 1992-January 1995 


Source: Consumer Price Indexes, Nine Countries, U.S. Department of Labor, April 1995. 


adjusted; rates of foreign countries adjusted to be comparable with the U.S. rate. 
: 
4 Rulan Unemployment erveys are conducted only once a quarter, in the first month of the quarter 
Source: Unemployment Rates in Nine Countries, U.S. Department of Labor, April 1995. 
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Trade selected countries and Jan. 1992-February 1995 
oo — '*{in lions of US dolare, Exports ess Impor®s (10.0 -¢.i.f), at an annual rate) 
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& 1904 1906 
1993 1994 j i) 7 IV _ Nov. Dec. Jan. Feb. 
“115. 7 “129.1 -152.4 -164.5 -157,1 -169,1 -139,7 -190 -159 
120.3 127.0 121.9 113.5 
13.3 13.4 14,7 19.3 
35.8 34.4 $1.7 40.2 
-25.5 -25.5 -21.4 -15.3 
18.8 10.6 14.8 15.6 
20.6 25.9 21.6 27.6 


. os ae usted to reflect change in US Department of Commerce reporting of imports at customs value, seasonally adjusted, rather than c.i.f. value. 


3 Imports are f.0.b. 
pee ome tt Morchondne Trade, U.S. Department of Commerce, April 19, 1995; Main Economic indicators; Organization for Economic 


OG Cate Catan, * ty caabey comedy eatagetee endty pastas Gp pecan 
1984 19868 
1992 1993 1994 1 " in Iv Nov. Dec. Jan. Feb. 

18.6 17.8 19.0 44 3.6 3.8 6.9 2.6 2.3 1.9 2.2 

-43.9 -45.7 47.5 -9.6 -11.9 -14.0 11.5 4.1 -3.6 3.8 3.5 

06.7 -1153 -185.7 29.1 -33.8 443 47.5 -17.0 12.4 -15.0 12.3 

6.2 1.4 12.5 “1 -2 5.4 3.6 -1.9 2 | -§ 

7.9 10.2 14.5 -2.7 -3.0 3.7 48 “1.7 -1.5 1.0 9 

-49.4 -59.9 65.6 -15.0 -15.4 -16.8 18.2 -5.5 4.1 -46 -46 
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$1680 $15.13 $14.22 $1180 $13.98 $15.70 $14.95 $15.31 $14.71 $15.05 $15. 50 


1 Exports, f unadjusted. Imports, customs value, unadjusted. —T 
2 Bagmining with 1968, figures include previously undocumented exports to Canada. 


Source: Advance Report on U.S. Merchandise Trade, U.S. Department of Commerce, April 19, 1995. 
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